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Cost is closely linked to our daily life and government cost attracts more 
attention from the society. The study of unique value of government cost from the 
perspective of government accounting is a quantitative study which provides 
quantified government cost data. Since the 1990s, government cost accounting has 
emerged as Western countries started to promote new public management reform, in 
particular the new performance budget reform. In the new performance budget reform, 
the demand of government cost information is regarded as the most direct and 
important driving force for the emergence and development of government cost 
accounting. The emergence and development of government cost accounting does not 
have an independent background and should be discussed under the background of 
new performance budget reform and even the new public management reform. Public 
fiscal budget management in China also proposes the demand of government cost 
accounting and the study on government cost accounting in China has important 
practical as well as theoretical significances. The most basic issue of accounting 
information system is the demand and supply of accounting information. This paper 
studies government cost accounting problem based on the analysis framework of 
government cost information demand and supply. 
One of basic premises of economics is that resources are scarce and finite. And 
both private goods and public goods have to enhance resource utilization efficiency, 
including resource allocation efficiency and production efficiency. Current 
decision-making mechanism on public goods resource allocation is barely satisfactory 
and is unlikely to change dramatically in a short time. The logical starting point of this 
paper is the study of public goods production efficiency of bureaucratic agencies 
under current public goods resource allocation layout/decision-making process. 
Traditional bureaucratic organization has an inherent disadvantage of low efficiency. 
According to the organization theory, X-efficiency is rooted from principal-agent 
problem within the organization and the degree of X-efficiency depends on the nature 
of competition environment to which the organization belongs. The crux of low 
efficient bureaucratic agencies is that the public goods production efficiency of 
















market or the voting mechanism of political market. New public management 
challenges and overcomes low efficiency of traditional bureaucratic system. New 
performance budget, which is the core element of new public management, is to 
improve public goods production efficiency of bureaucratic agencies under the set 
public goods resource allocation decisions made by politicians and its nature is to 
establish a quasi or virtual market mechanism similar to market pricing mechanism in 
order to test public goods production efficiency of bureaucratic agencies. 
Marketization is the core concept of new public management while transaction cost is 
the constraint force restricting the application of market mechanism. New public 
management has a natural ideology and is resilient and widely applicable. Chinese 
government should learn and use new public management, especially government 
purchase of services and new performance budget to create a service-oriented 
government and to promote public institution reform. 
Government purchase of services is the fundamental way to implement new 
public management and to realize public service marketization. Public service pricing 
is one of key problems of government purchase of services. Due to complex 
management of government purchase of customized goods and service, cost-based 
public pricing should be supported by cost accounting standards. Internal virtual 
market-based purchase of services should be supported by government cost 
accounting standards, which is the direct need of government cost information 
proposed by government purchase of services. 
Government internal virtual market-based purchase of services changes 
traditional public expenditure logic from traditional input-based budget system to 
output-based budget system. The logic of output-based budget is that the government 
purchases a certain number of public goods service with defined quality from a 
government organ at a price based on the cost of public goods service. Therefore, the 
transformation of output-based budget system proposes direct needs of government 
cost information. As an attempt on output-based budget, new performance budget 
reform was promoted by Western countries in the 1990s. And the most important 
characteristics of new performance budget is non-involvement of decisions on public 
goods resource allocation made by politicians. New performance budget can improve 
public goods production efficiency (management efficiency) of bureaucratic agencies 
















mechanism with management decentralization and enhanced result-accountability 
mechanism. Performance evaluation and cost accounting are two pillars of new 
performance budget. In turn, new performance budget reform is also confronted with 
government cost accounting and performance evaluation technical challenges. The 
biggest challenge of new performance budget reform is the inherent logical conflict 
between dual-track government budget and government accounting. 
The logical starting point of government cost information supply is cost 
definition, including cost definition, identification of cost objective, indirect cost 
allocation, capital asset depreciation and amortization, accrued government employee 
pension cost, integrated accrual-based government budget and government accounting, 
government cost accounting reports and government cost accounting standards. The 
key concept of government cost accounting is full cost and the basic goal is to account 
full cost of government public goods and services. Government cost accounting not 
only has to account "actual" cost, but also the "ideal" high efficiency cost. On this 
basis, government cost will be within the cost limit through government cost 
management and cost-related management decisions, thus reducing public service 
cost and improving public service efficiency. Therefore, government cost accounting 
includes two dimensions: cost accounting and cost management. 
This paper emphasizes that all countries should promote integrated accrual-based 
government budget and government accounting and should promote government 
budget and government accounting reform at the same pace. The target of government 
budget and government accounting reform in China should also be the integrated 
accrual-based government budget and government accounting. The ultimate goal of 
reform cannot be accomplished in one action. Therefore, this paper develops a 
strategic roadmap for government accounting reform in China, including improving 
government budget accounting, introducing government fiscal accounting, 
introducing government cost accounting and realizing integrated accrual-based 
government budget and government accounting. In addition，it emphases on policy 
suggestions on government cost accounting reform in China. 
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